


Thought #1: If we have too many fishermen, we need to limit the
number of boats that can fish

Response #1: The remaining fishermen in the industry built bigger
boats to catch the “extra” fish

Response #3: Fishermen loaded up their boats with tons of fishing



a quota of fish have been caught

Response #4: Fishermen set out the first day of the season and catch

Thought #5: Well, we’ll just set days on which they can fish

Response #5: Fishermen buy enormous motors to “race for fish”

driving fisherman behavior.
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Result of the first round:
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Rain dance: not a self-fulfilling prophecy
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due to the large bailout packages provided to the financial sector
during the late-2000s financial crisis.

The budget deficit for the euro area as a whole is much lower and the
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When the balance is positive (resp. negative), the government has a fiscal surplus (resp. deficit).
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The loss of confidence is marked by rising sovereign CDS prices,

Next figure: Sovereign CDS prices of selected European countries

million to protect $10 million of debt for five years.
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government with higher debt levels, deficits and current account
deficits.

This in turn made it difficult for some governments to finance further
budget deficits and service existing debt, particularly when

The loss of confidence and the consequent government behaviors
can be explained by the self-fulfilling mechanism.



In general, a game is defined by:

Course assessment: final exam


